Latin America more than a decade ago [was] supposed to usher in a period of unparalleled prosperity. The invisible and efficient hand of the market, now made more powerful through globalization, would succeed where the incompetent and often bloody hand of government had failed. But more than a decade after the annunciation of this 'end of history,' country after country among the new emerging-market economies has fallen into financial crisis . . ..
As evidenced by this quotation, despite high expectations, the majority of the economies in Latin America, including Ecuador's, have incurred significant problems in recent years. Solutions to overcoming this volatility have been diverse, each implemented with varying degrees of success. Ecuador, a country characterized by extreme political and economic instability, recently became the first Latin American country in nearly a century to introduce "dollarization." In addition to replacing the Ecuadorian national currency (the sucre) with the U.S. dollar, dollarization entails significant alterations to the political, social and economic structures existing in Ecuador. Due to this country's links with the United States, Ecuador's adoption of the dollar may generate serious repercussions in the United States, both positive and negative. As a result, the United States, perhaps more than any other country, is strictly scrutinizing this economic transformation process. According to high-ranking government officials, " [i] t is possible that there are more people in Washington concerned about dollarization of the economy than there are in Ecuador .... 2 As with any polemic issue, opinions regarding the appropriate strategy to be utilized by the United States under the circumstances are diametrically opposed. Based on the information available on this topic, it appears that the only thing on which the experts agree is that they will continue to disagree: "[Tihe debate has quickly become polarized: Both sides seem to accept that there can be no middle ground, no half-way arrangement .... "I This article advocates limited U.S. participation in the dollarization of Ecuador and begins by briefly explaining the concept of dollarization in its many forms. Section two analyzes the dollarization process in Ecuador and provides a concise history of the general economic difficulties experienced in the country, as well as details of the tumultuous situation in recent years that served as an impetus to dollarization amid considerable controversy. Section three focuses on the Ley Fundamental para la Transformaci6n former domestic currency, if any, is relegated to a subordinate role." To date, approximately 30 nations comprised of nearly 10.5 million persons have adopted this economic structure. 2 The most famous of these is Panama, a country that formally sanctioned the use of the dollar in 1903 and has served as a prototype for many emerging nations. 1 3 If a country is truly dollarized, in addition to replacing its domestic currency, its central bank is essentially abolished. Consequently, the nation's independent monetary policy is also eliminated. 4 Notwithstanding this apparent loss of economic autonomy, according to experts, countries that adopt official dollarization and allow full participation by foreign financial institutions become tightly integrated into large financial markets.1 5 Moreover, those nations that are officially dollarized become part of a unified currency zone where prices of 11. See Economic Transformation Law, ch. 1, art. (2000), Ley para la Transformacidn Econ6mica del Ecuador, published in the Official Registry Supplement No.24, Mar. 13, 2000. Due to the need to "specify the parameters and content of various provisions," shortly after its promulgation, this law was augmented by the Ley Reformatoria a la Ley para la Transformacidn Econ6mica, published in the Official Registry Supplement No.48, March 31, 2000. In this article, they are referred to collectively as the Economic Transformation Law.. In Ecuador, although the dollar will be used as the principal currency, the sucres in coin form will continue to be acceptable for use in small purchases.
12. (Apr. 2000) , available at http://www.senate.gov-jec.basics.html. Since 1903, Panamahas been officially dollarized, and no central bank or centralized foreign reserves exist. The national currency (the balboa) continues to circulate as coins. According to the author, as a result of dollarization, " [d] espite large inflows and outflows of capital, Panama has avoided the booms and busts that have resulted from such flows in other Latin American countries." Id. In addition, the inflation rate between 1971 and 1997 averaged just 3.5%, which is lower than the rate in the United States or in any other Latin American nation. Id.
14. See id. The concept of an "independent monetary policy" means that a country has a domestic central bank which, among other things, issues domestic currency. Some economic theories suggest that an independent monetary policy allows a country to control interest rates, money supply and exchange rates with the goal of avoiding drastic fluctuations. See also Jeff Frieden, Currency Politics: Dollarizalion and Other Dilemmas, DRCLAS NEws (Fall 1999), at http:l/fas-www.harvard.edu-drclas/publicationsnewsletter/fa199/frieden.html.
See STAFFOFJOINTECON. COMM., REPORT ON BASICS OFDOLLARIZATION (prepared
by Kurt Schuler) (Jan. 2000) , available at http://www.senate.gov-jec.basics.html. In the opinion of Senator Connie Mack, former Chairman of the Senate Joint Economic Committee, " [th] e ability to switch dollar funds without currency risk between the domestic economy and the rest of the world tends to minimize the booms and busts that often arise in countries having independent monetary policies and financial systems not well-integrated into the world system." I
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similar goods originating in either country are kept within a narrow range. Despite this relative price stability, the officially dollarized country loses the ability to respond to economic shocks by altering the exchange rate of its currency and is obligated to adopt alternative methods to mitigate unexpected financial changes, including: (1) fostering flows of capital into or out of the country to offset the shock; (2) reducing the government budget; and (3) increasing prices and lowering wages. 16 Ecuador has been unofficially dollarized to a large extent for several decades, due to the historic economic instability of this nation and the resulting distrust of its citizens of the sucre. Recently, as a consequence of the extreme precariousness of this nation's economy, Ecuador has opted to become the first Latin American country in nearly a century to formally adopt the dollar. While the official dollarization of Ecuador may prove beneficial in the long term, introducing such a drastic change during this stage of political instability, legal inadequacy, and economic uncertainty necessitates assistance from outside sources, including the United States.
III. THE DOLLARIZATION PROCESS IN ECUADOR
Ecuador, a country located between Colombia and Peru with a population of approximately thirteen million, has experienced economic hardships in the last decade. From 1992 to 1996, the Sixto Duran Ballen administration managed to introduce a sound macroeconomic program that generated a balanced budget andl low levels of inflation. This stability, however, was later sabotaged by several events, including a territorial dispute with Peru entailing military intervention, a corruption scandal involving the vice president, and extended periods of electricity rationing. As a result of such events, Ecuador experienced soaring interest rates and the failure of various financial institutions. Under the subsequent president, Abdala Bucaram (who served from August 1996 -February 1997 , interest rates rose yet higher and foreign investment significantly decreased. Amid a major corruption scandal, Bucaram was removed from office on the basis of "mental incompetency" after serving less than one year. Like his predecessors, the interim president, Fabian Alarcon (who served from February 1997 -August 1998), was unable to overcome diminishing oil prices, destruction to crops and infrastructure caused by the El Nifio tropical storms, and complications associated with privatizing several state-owned enterprises. His successor, Jamil Mahuad (who served from August 1998 -March 2000), proposed to, among other things, reduce the fiscal deficit, increase foreign investment, privatize government entities, and reconstruct
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DOLLARIZATION OF ECUADOR the country's infrastructure. 7 Despite these lofty campaign goals, Mahuad was neither able to stabilize the Ecuadorian economy nor to overcome the poverty that has plagued the country, and the region, for decades., 8 In the last few years, Ecuador has experienced one of the worst social and economic crises in its history, a situation characterized by a heavily indebted economy, a rapidly devaluating currency, and an inflation level that has recently risen to nearly 90%-the highest in the region. 9 In October, 1999, Ecuador gained the "dubious distinction" of becoming the first nation to default on its Brady Bonds. 2° Soon thereafter, despite negotiations with the IMF to obtain a $250 million loan designed to stabilize the economy, the general public became increasingly anxious about the precarious state of Ecuador's economy and began ridding themselves of local currency as quickly as possible. 2 17. See U.S. DEP'TOFST., 1998 COUNTRY REP. ONECON. POL'YANDTRADEPRACTICES: ECAUDOR (submitted on Jan. 31, 1999), available at http:llstate.gov/wwwissues/economic /tradereports/wha98.html.
18. See Hausmann, supra note 1, at 66. According to experts, notwithstanding the abundance of natural resources that many Latin American nations (including Ecuador) have, there are two primary explanations for the pervasive poverty throughout the region. The first theory, moral hazard, is defined as "the increase in recklessness that takes place when people are somehow protected against the consequences of risky behavior." Id For example, statistics show that persons with car insurance tend to take mores risks (e.g., drive faster, park in questionable areas, etc.) than those without insurance. Likewise, the readiness of governments and international institutions to provide bailouts in times of financial crises make investors less vigilant about weighing all the risks involved. The second theory, original sin, is premised on the idea that Ecuador, like the majority of Latin American markets that are volatile and prone to crisis, have three characteristics: (1) good economic prospects; (2) a certain degree of oneness to international capital flows; and (3) a national currency that cannot be used by local firms or the government to borrow abroad and cannot be used, even at home, for long-term borrowing. See id.at 67. This is, in the words of experts, a "sin." Id. In these conditions, the problem is as follows: "If the nation is economically promising and reasonably open, then people want to invest." Id. "If, however, its currency cannot be used as described above, then investors must opt forborrowing foreign currency or borrowing short-term." Id. "This scenario, it is argued, 'is a recipe for financial fragility. Consequently, bank officials and President Mahuad met to address the "near panic that ... hit Ecuador's currency market. "2 Based on previous investigations and the conclusions reached at this political meeting, the President decided that dollarization, or a variation thereof, was the only feasible solution to stabilize the plummeting Ecuadorian economy.23 In his words, "dollarizing [was] the only way out that we have and it is the road that we must travel." 24 Accordingly, on January 9, 2000, Mahuad formally announced his intention of dollarizing the economy. During a speech aimed at justifying his actions to the public, Mahuad recognized his previous indecision as an error, but assured the public that he "had his foot on the accelerator."2 Despite this and similar presidential rhetoric, critics predicted the imminent removal of Mahuad from the presidency-an event they considered a condition precedent to economic recovery in the country. One expert expressed:
[w]ith no political consensus . ..a weak banking system and little popular support for the president, Mahuad's belief in his ability to overcome this downward spiral appears little more than a temporary delusion on his part. The sooner he exits the political stage, the sooner Ecuador can begin its soul-searching and recover. 2 6 In addition to negative comments, the dollarization decision generated strong reactions from diverse groups. For instance, indigenous protestors, trade unions and other social sectors threatened to protest until Mahuad MIAMI HERALD, Mar. 19, 1999 . At the annual meeting of the Inter-American Development Bank, representatives from Latin America discussed the newest idea for reviving the region's economies, i.e., "doing away with the weak local currencies and replacing them with the mighty greenback." According to a former World Bank official, policymakers from Latin America are attracted to the idea of dollarization because it would eliminate the "Achilles's heel" of the region's economies: "weak currencies that no one, including their own citizens, trust." Id. See also Gustavo Oviedo, Ecuador Defends Switch to U.S. Dollar, NAT'L POST, Jan. 11, 2000, at CIS. Tojustify the president's decision, Ecuador's Finance Minister said " [t] his is an economic model which is much more autonomous than before. resigned; congress dissolved, and members of the supreme court were removed. These protestors felt that their actions were warranted, explaining that " [n ] one of the powers of the state -the executive branch, congress and the judiciary -are trusted at this time by the people' "27 As a protective measure, the President declared a state-of-emergency and deployed troops to control the street demonstrations. 8 As an additional step, Mahuad gave a public discourse designed to placate the masses focusing on the difficulty of governing a nation lacking uniformity and of making decisions based on the interests of the entire country. 29 In order to legally implement dollarization, the key legislative instrument, the proposed Economic Transformation Law, was presented to the Banco Central del Ecuador ("Central Bank") for its review in February 2000. Under fierce pressure from the President, the text was approved at this level and submitted to Congress .3 The promulgation of such legislation did not come without casualties, in fact, the Central Bank's three highest ranked officials resigned in protest of what they considered an irrational change of policy. 31 [Vol. 11:1 dollarize "a bold move " " and a "good gamble," 33 those opposed to dollarization have called it "a desperate move to save his presidency," a "Hail Mary pass, "34 a "last-ditch effort to stabilize South America's shakiest economy," 35 and an "inadequate remedy of economic deterioration. "36 According to experts, time was of the essence after the announcement of the proposed Economic Transformation Law due to the drastic nature of dollarization. In the opinion of one analyst, "[t]his country has lived in permanent uncertainty . . . The dollar announcement had a very strong impact, but it is not going to last longer than two weeks. If the president does not make some dramatic announcement [soon] the confidence and expectations that were created will disappear." 3 ' True to this and other similar predictions, based in large part on his decision to dollarize and the ensuing uncertainty, Mahuad was removed from presidency vis-a-vis a military coup. 38 For a brief period of time, power was assumed by a threeman military junta. Due to pressures from the international community, however, the military leaders renounced their leadership and dissolved the military junta almost immediately. 39 As a replacement, Gustavo Noboa, the former vice president, assumed control of the country on January 22, 2000. In spite of his pledges to significantly alter the economic and political policy reigning in Ecuador, once he became president, Noboa continued to utilize the same economic policies (i.e., dollarization) that instigated the military coup that placed him in power." The new president and other authorities believed that the precariousness of the situation merited drastic actions such as adopting the foreign currency. 4 ' Just as Mahuad had done, Noboa warned the public of the future hardships that dollarization would entail. According to the new leader, "[n]o sacrifice so far can be compared to the sacrifice that awaits us in the future. " 2 Not surprisingly, the dollarization initiative soon gave rise to the same public reaction.
Ecuadorian President Faces Strong
In the beginning of February, 2000, public demonstrations dominated the streets as the people demanded economic stability 43 and revenge for Noboa's alleged lack of forthrightness during his rise to power." The situation was so extreme that some experts began to consider Ecuador a veritable anarchy. 5 
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implementing dollarization, but it was prepared to proceed alone if necessary.6 Amid allegations that it was, at least in part, one of the causes of the economic chaos in Ecuador, the IMF sent a group of experts to provide technical assistance in designing a plan to dollarize. 4 7 Later, on March 9, 2000, four international financial institutions -the IMF, World Bank, InterAmerican Development Bank (IDB) and Corporaci6n Andina de Fomento (CAF) ---announced that they planned to provide approximately $2 billion in loans to Ecuador over the next three years to support the new dollarization plan. 48 These institutions warned Ecuadorian leaders though that such economic assistance alone is not enough to successfully implement dollarization. According to representatives, continued success presents "major challenges," including: (1) structural reforms to allow the economy to withstand external shocks; (2) strengthening of public finances to reduce pressures that will accompany new budgetary needs; and (3) improvements in bank supervision and regulation. Jan. 24, 2000, at 20 . In October 1999, the IMF did not intervene when Ecuador defaulted on $5.9 billion in Brady bonds. Id By its inaction, experts say that the IMF intended to send a clear message: "No more bailouts for private creditors who take risky bets on economic basket cases. By holding back, the IMF hoped to compel bondholders and the Ecuadorian government to hammer out a restructuring deal." Id. The irony is that due in part to this attitude, the author argues, the IMF was forced to intervene later. See id. See also Peter Hakim, Ecuador's Desperation, THE CHRISTIAN SCIENCEMONITOR, Jan. 27, 2000, at 11. The idea that the IMF was a partial catalyst for the economic catastrophe enjoyed support by others. See id. One expert stated, for instance, [ilt was clear for some time that democratic politics in Ecuador were jeopardized by economic adversity. Yet, the [IMF], in exchange for financial support, set economic conditions that the weakened Mahuad government, facing an unruly legislature, could not meet. In a vicious circle, these continuing demands, coupled with lengthy and humiliating negotiations, further debilitated the government, making it less able to make critical economic decisions. Id. responsibility, which can be achieved only by eliminating the Central Bank's ability to create currency. In the words of Foreign Minister Heinz Moeller, Ecuador is prepared to be absolutely disciplined: "We are going to sink those damned money printing machines in the Pacific. " ' Despite continued opposition to the initiative, the government claims that dollarization is the only way to control inflation, reverse the economy's rapid decline, and restore confidence to the nation. This plan, opines one Ecuadorian expert, is tantamount to zealous dieting, since " [d] ollarization is like trying to lose weight by wiring your jaw shut. "M Notwithstanding implicit promises of rapid improvement made by various government officials, Ecuadorians now realize that dollarization is no quick fix, and their enthusiasm for the measure in waning. In fact, recent public opinion polls indicate that support for the measure has dropped to thirty-eight percent. In the words of one unidentified economist for international monetary institution, "people are realizing that this is not going to be a quick cure as some advocates of dollarization have promised. According to a recent poll, only 19% of the population had previously handled dollars and only 4% believed that they could recognize a counterfeit bill. Id. Although the Ecuadorian government expects dollarization to save the economy, experts warn that "it could end up triggering more waves of unrest." Id. As a condition to receiving aid from the international financial institutions, the government is phasing out government subsidies, which has led to a substantial increase in the costs of public transportation, home cooking fuel, gasoline, andother items. See Ecuadorians Protest Dollar Economy, WASH. POST, Apr. 26, 2000, available at http://www.washingtonpost.com/wp-srv/aponline/20000426/aponline200634_000.html. Angered by such increases, hundreds of demonstrators threw rocks at police and sequestered public buses. See id. Implementation of dollarization has proven to be "a formidable task in an economy where most people get their milk, bread, vegetable [s] and meat in street markets from poorly educated vendors." Carlos Cisternas, Ecuador's Switch to Dollar Rolling, WASH. POST, Apr. 26, 2000, available at http://www.washingtonpost.comlwp-srv/aponline/ 200004261/aponlinel24317_000.html. To mitigate the public anxiety, the government introduced a six-month public education campaign. See id. The success of such plan, though, is yet to manifest itself. dollarization. 53 According to the Constitution of Ecuador, the government is obligated to establish an economic system that assures all citizens a dignified existence, as well as equal rights of access to employment, goods, and property.
Multilateral Lenders Prepared to Support Ecuador, XINHUA GENERAL NEWS
To fulfill this constitutional mandate, the Economic Transformation Law recognizes the need for immediate change, stating that "it is indispensable to adopt radical measures that will permit us to overcome the economic crisis affecting the country." 55 One such radical step is the dollarization of the national economy, which has been labeled "the only scheme that [lends] itself to the necessities of the national economy." 5 6 With respect to financial reforms, Article 1 stipulates that the monetary regime, which is to be executed by the Central Bank, is premised on the theory of full circulation and transferability of foreign currency. This Article establishes, in addition, that the Central Bank will exchange the sucres presently in circulation at a fixed rate of 25,000 sucres for each U.S. dollar, thereby gradually removing virtually all sucres from circulation. Due to the fact that the complete elimination of the sucre would require a constitutional amendment, the Economic Transformation Law explicitly provides for the continual use of sucres for minor transactions, if desired. Specifically, Article 4 provides that while all financial operations conducted by or through the Ecuadorian financial system shall be expressed in dollars, such operations "may be executed in national currency or dollars in accordance with the exchange rate set forth in Article 1. "1' Notwithstanding the option to use sucres for minor purchases, the Economic Transformation Law aims to fully implement dollarization within six months. According to Article 18, the transition period during which the Central Bank will exchange sucres in circulation for dollars extends 180 days. This period, though, may be extended an additional 180 days, if necessary.
In addition to adopting the dollar within this time frame, the Economic Transformation Law mandates the privatization of several state-owned entities in various sectors, including: (1) ach obligation in sucres that arises from the application of contracts, treaties or pacts -be these financial, commercial, labor or of any type-that are executed from January 1, 2000 shall be paid in dollars or in sucres, in the amount necessary to acquire the same quantity of dollars at a rate of 25,000 sucres per dollar." Id.
[Vol. 11: 1 DOLLARIZATION OF ECUADOR pipeline in the year 2000 is facilitated; (2) electricity -the privatization of six state electricity companies and eighteen electricity distribution companies is arranged; and (3) telecommunications -the privatization of two state-owned companies is established. As a result of such privatizations, the government expects to generate nearly $300 million in net revenue."
As explained subsequently, the Economic Transformation Law facilitates dollarization but has been criticized for its deficiencies. Such legal shortcomings, in conjunction with other factors, lend support to the argument in favor of foreign participation in the dollarization process.
V. POLICY ARGUMENTS IN SUPPORT OF DOLLARIZATION IN ECUADOR

A. Potential Disadvantages of Dollarization for Ecuador
While this article advocates dollarization in Ecuador based on, inter alia, the benefits to be provided to this nation, effects to the contrary do exist. In the words of one expert, although dollarization "seems almost too good to be true. . . there are several hitches," 5 9 which are addressed below. In the case of Ecuador, however, these "hitches" appear negligible.
Seigniorage
The concept of seigniorage may be defined as the revenue that a country derives from issuing its currency, i.e., the difference between the cost of putting money into circulation and the value of the goods such money will buy. For instance, in the United States, a one dollar bill costs approximately three cents to print, yet the government can only use it to buy one dollar's worth of goods. Thus, if the bill circulates indefinitely, the seigniorage is ninety-seven cents. In addition to this initial economic gain, when persons hold dollars, they create seigniorage for the U.S. government in the sense that the U.S. government is not obligated to pay interest to the holder as it would with a government bond or other interest-bearing instrument. Possessing dollar bills, therefore, is functionally equivalent to granting the U.S. government an interest-free loan.' In the case of Ecuador, the cost of introducing dollars can be viewed in one of two ways. On one hand, the expense of initially obtaining the dollar notes and coins necessary to replace the sucre in circulation may be considered a one-time "stock cost." On the other hand, this expense could be characterized as a "flow cost," or a continual loss of seigniorage each year. Irrespective of its categorization, according to some experts, the seigniorage issue should not constitute a significant obstacle to dollarization in Ecuador for two main reasons. First, with a population of merely thirteen million people and a currency that is not accepted in most international transactions, the revenue that the Ecuadorian government may lose by not printing currency is minimal. As one economist puts it, "this is not a huge amount, and the benefits of adopting a supranational currency may well exceed the costs.""' Second, any loss of seigniorage incurred by Ecuador could be mitigated by a bilateral treaty with the United States, whereby Ecuador would receive rebates of up to eighty-five percent of the seigniorage. Though not currently in effect, treaties of this nature would be feasible under the International Monetary Stability Act of 1999.2
Letter from
Central Bank as Lender of Last Resort
Historically, in times of extreme financial pressures, the Central Bank in Ecuador and banks throughout Latin America have attempted to meet the liquidity demands of local banks and other institutions by providing loans predicated on the printing of additional currency. As explained previously, true dollarization entails the eradication of the Central Bank, which, in turn, eliminates the option to create new currency in times of need. It is arguable that abolishing the Central Bank as the lender-of-last-resort should not prove troublesome for Ecuador because the country may simply convert certain assets in order to accumulate the reserves necessary to accommodate dollarization. Also, Ecuador could arrange appropriate lines of credit with foreign banks. According to some experts, these lines of credit would be readily accessible by Ecuador. It is claimed that even if the United States attempted to restrict Ecuador's access to the Federal Reserve system, foreign banks would "line up" to furnish the needed funding, provided that they 61. Hausmann, supra note 59, at 76. Statistics indicate that seigniorage in most countries accounts for only five percent of the Gross Domestic Product. id.
See STAFFOFJoINrECON. COMM., REPORT ON BASICS OFDOLLARIZATION (prepared
by Kurt Schuler) (January 2000) . available at http://www.senate.gov-jec.basicshtml. The International Monetary Stability Act was introduced in November 1999 due to the fact that the seigniorage constituted both a political and economic impediment to dollarization. See id Under this Act, the U.S. Secretary of the Treasury is allowed to certify officially dollarized countries as eligible to obtain rebates of up to eighty-five percent of the seigniorage. Id. To foster equity, the remaining fifteen percent would be distributed to countries that have already dollarized. Id.
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DOLLARIZATION OF ECUADOR could secure adequate collateral.' However, in its letter of intent recently submitted to the IMF, the government acknowledged that dollarization imposes a strict limitation on the Central Bank's ability to provide liquidity assistance to the banking system during this period of substantial vulnerability. To resolve this issue, the government has identified several potential sources of liquidity, namely: (1) the Central Bank's free disposable international reserves in excess of those needed to cover the monetary base and existing stabilization bonds; (2) the reallocation of public entities' financial assets held abroad to the central bank; (3) external borrowing; and (4) foreign exchange that could be raised in the local market by offering dollar-denominated bonds.'
Exchange Rate Flexibility and Economic Sovereignty
In theory, countries benefit from having their own monetary policy because they can address local economic conditions, thereby preparing the economy for shocks (internal and external) and leveling long-term trends in economic growth and unemployment." In the majority of Latin American countries, the key weapon in the monetary arsenal has been a flexible exchange rate between the national currency and the dollar, which functions to counteract fluctuations in the economies of distinct countries.' In spite of the untamed economic volatility in the region, some experts argue that "[diollarization is an extreme solution to market instability, applicable in only the most extreme cases. The opposite approach -a flexible exchange rate between the national currency and the dollar-is much more prudent for most developing countries, including those hardest hit by recent crises. Notwithstanding such endorsements, many authorities adopt the opposite stance, pointing out that the flexible regimes have repeatedly failed throughout Latin America."
In particular, it is argued that recent experiences in the region indicate that the popularity of floating rates may constitute merely "another form of charming naivete" because such rates: (1) have failed to provide autonomy in the determination of interest rates; (2) have not facilitated more stabilizing monetary policies; and (3) have not increased the countries' ability to absorb shocks. 69 In the case of Ecuador, in an attempt to conserve its foreign reserves, the government in February, 1999, allowed the sucre to float, a maneuver that encountered significant difficulties. During the following year, the Ecuadorian currency lost more than seventy percent of its value against the dollar. Based on this performance, criticisms of the floating exchange policy were commonplace. One economist expressed it as "the sucre hasn't floated on a sea of tranquility."7'
Apart from the unsatisfactory results of the flexible policy, dollarization in Ecuador is advocated for two additional reasons. First, elimination of the flexibility in monetary policy may actually benefit Ecuador. While some *economists argue that central banks are necessary to control inflation, lower interest rates in times of recession, finance government deficit spending, and temporarily support financially troubled institutions; others vehemently reject this argument. Case in point, one expert maintains that the central banks are actually the "Achilles' heel of these countries," historically obstructing true economic advancement." Such 68. See STAFFOFJOINTECoN. COMM., ISSUES REGARDING DOLLARIZATION (prepared by Robert Stein) (July 1999). available at http:f/www.senate.gov-jec/bankingdollar.html. In the opinion of one expert, "Many emerging market countries may still be better off without the supposed safety valve of an independent monetary policy .. . Rather than counteracting economic shocks, independent monetary policies have actually been pro-cyclical, exacerbating the ups and downs of the business cycle." Id. See also George Grayson, Ecuador, the Dollar, and the Coup d' Etat, JOURNAL OFCOMMERCE, Jan. 26,2000, at 9. Opponents of dollarization make three principal arguments. They are against: (1) "the symbolism of forsaking a traditional currency for Uncle Sam's legal tender"; (2) losing control of the monetary policy; and (3) forsaking seigniorage. Id. Nevertheless, the author says that dollarization may be necessary in Ecuador because "the erratic monetary policies pursued by local officials also give heartburn to astute observers." Id.
69. See Hausmann, supra note 59, at 72. The author claims that past experiences in Chile, Mexico, Peru and Venezuela demonstrate that in reality the exchange rate was not allowed to move adequately during pivotal economic moments. Id. Instead, he argues, they "react by raising interest rates, thereby dramatically worsening the domestic downturn." Id. Second, in spite of contrary arguments espoused by Latin American political leaders, adopting the dollar is not equivalent to a surrender of national sovereignty. Historically, a national currency has been a symbol of a country, thus eradicating it would be tantamount to renouncing a portion of national autonomy. This perspective, though, is suspect in the opinion of dollarization advocates. For example, one Ecuadorian proponent flatly denies the existence of a relationship between the two factors stating that "[t]he currency of a country has nothing to do with its sovereignty. " 74 In support of this assertion, the expert lists a number of countries that already use a foreign currency, emphasizing that they are, in fact, still countries. 75 According to this expert, the essence of sovereignty is free-will of a country's citizens, not that of the government. 76 Likewise, another available at http://www.jhu.edu/-jhumag/0999web/hanke.html. In the opinion of Steve Hanke, "the banks' record makes clear that they cannot be trusted to make prudent decisions, that they are susceptible to political pressures and poor judgment and tend to do more harm than good. Put them in a straitjacket... or abolish them altogether." Id at 2.
72. See id. at 10. Hanke argues that people already know that the central banks are deficient and, thus, choose to dollarize unofficially. See id. at 10. Hanke points out, for instance, "(y]ou go to Mexico or Russia and you find that everybody is [sic]using greenbacks. They don't need some damned economist or pedagogue explaining the problem with central banks." Id.
73. See Steve Hanke, Dollarize Now, FORBES, May 3, 1999, at 208, available at LEXIS, Forbes File. Rejecting the argument that a nation's size is an impediment to dollarization, the author makes the following comparison: "There is less to this argument than meets the eye. All 50 states within the US are officially dollarized, and some have very large economies. Indeed, California's economy is larger than Brazil's, which accounts for almost 45% of Latin America's total economic activity. I have yet to hear calls to establish a Central Bank of California." Id.
74 (Jan. 12, 2000) . The author explains that a Central Bank is not necessary for national sovereignty since, for instance, Ecuador was already a nation prior to the establishment of this institution. He contends, furthermore, that the importance of a national currency to project a national identity is overrated since Panama, a country that implemented dollarization nearly a century ago, still enjoys a strong national identity. See id.
76. See Cordeiro, supra note 74. The author claims that "[s]overeignty does not reside in the currency, rather in the well-being of the citizens. Accordingly, the only ones at risk of losing their 'sovereignty' with dollarization are "the corrupt politicians that print inorganic money in order to pay their own salaries." Id. The remainderof the population, maintains this Ecuadorian expert postulates that sovereignty, as properly defined, focuses on the autonomy of consumers in selecting the most advantageous currency instead of on the freedom of the government to set monetary policy. In this sense, dollarization actually increases monetary sovereignty for Ecuador. For others, the issue lacks major importance due to the global trend toward overall economic stability." Therefore, despite the nationalistic ideals so profoundly inculcated in the region, some argue that now many countries are "coming to the conclusion that the cost of maintaining a national currency -no matter how satisfying to their emotions -has simply become too high to bear." 78
Social Costs
It has been argued that dollarization would have tremendous social costs because, when a government is deprived of its ability to use protective measures such as devaluating the local currency, the public in general, and the working class in particular, will be the repository of nearly all negative ramifications. According to one expert, "[a]dopting a common currency such as the US dollar or a newly minted one with the face of Columbus -or for that matter Ricky Martin-without ensuring the necessary changes in its institutional and economic structure, including the free movement of labor into the United States, may easily end up hindering . . . economic development. " " On this same note, it is argued that, irrespective of author, would be more sovereign upon having a better quality of life linked to the strongest currency in the world. See id.
See
Hausmann, supra note 59. The author suggests that this issue is probably less important than it appears. See id. The last 20 years have been characterized by the increasing independence of monetary authorities and anarrowing of the objectives to focus almost entirely on the achievement of price stability. See id.at 77-78. In the end, the author reasons, "the monetary authorities' autonomy and accountability are much more important than their national origins." Idat 78.
Jonathan Peterson, Latin America Ponders Dollars As Currency of the Realm, DETROIT NEWS, Apr. 3, 1999, available at
http://detnews.com/1999/biz/9904/ 03/04030073.htm. The author suggests that throughout the region attitudes toward dollarization and the idea of sovereignty are rapidly changing. See id. Now, claims the author, Latin American opinion leaders are openly discussing that which earlier was considered unspeakable, i.e., "linking their economies, indeed their financial destinies, to the very symbol of Yankee capitalism, the dollar." id. This author argues that, in essence, the global marketplace is already dollarized and the tension begins only when countries see national identity as being linked to sovereignty. See David J. Rothkopf, In Ecuador and Elsewhere, It's Change For a Dollar, WASH.POST, Jan. 30, 2000, at B2. Whether the countries allow their currencies to float freely in the market or peg them to an existing currency such as the dollar, the author claims that "they have to face a new reality of the global marketplace. Their local currencies are a kind of figment of their national imaginations that dissolves once you cross their borders. Any transaction outside the country must be made in another currency." Id.
79. implementation of the dollar, developing economies like Ecuador will inevitably experience external shocks that require macroeconomic adjustment programs. Due to the fact that the option to modify the exchange rate is abolished under dollarization, the shocks will most likely be absorbed by reducing domestic wages and raising prices.
As a result of the "monopolistic competition and rigidity of labor laws in the region," such changes would generate political and social instability.' Under dollarization, then, it is argued that the burden of macroeconomic adjustments will disproportionally impact the working class and the underemployed."' This concern notwithstanding, Ecuadorian dollarization will more likely lead to a more equitable distribution of benefits. In a country such as Ecuador with a weak national currency, the financially sophisticated are able to preserve and even expand their wealth during periods of high inflation. The poor and those less economically astute, in contrast, tend to suffer during these phases. Therefore, the long-term stabilizing effects of dollarization would facilitate a more equitable distribution of wealth in Ecuador, particularly during periods of high inflation. The Ecuadorian government, in conjunction with dollarization, has already taken measures to institute a more balanced distribution of the assets. In an official document to the IMF, the government announced that public expenditure would be focused on "the poorest segments of the population, protecting them from the worst effects of the adjustment process and improving their human capital and earning capacity over the medium term."' The key elements to this plan include: (1) improving the distribution of the bono solidario (the government cash subsidy granted to the poorest 1.5 million Ecuadorians); (2) providing nutritional and medical support for young children and pregnant women; and (3) developing a fund to accelerate the social and economic development of the indigenous communities.
Ancillary Costs
Finally, apart from the potential disadvantages listed previously, dollarization involves two additional costs. First, Ecuador must bear the expense of making all prices, computer programs, cash registers, and vending machines compatible with the dollar. Second, both individuals and the government will bear legal and transaction costs associated with revising contracts or refinancing. Such conversion costs, though, are somewhat mitigated since the amount may be amortized over a long period due to the virtual irreversibility of dollarization. 8 3
B. Advantages of Dollarization for Ecuador
Notwithstanding the potentially detrimental aspects of dollarization, this economic transformation will undoubtedly benefit Ecuador in numerous ways. First, adopting the dollar reduces the risk of a sporadic currency devaluation which makes the country more appealing to foreign investors. Experts argue that the credibility of Latin American currencies, especially the minor ones, is limited. This is evidenced by the fact that none of these countries has created long-term debt markets denominated in local currency. The result is that firms find themselves at a pivotal juncture with two options that are equally unappealing: (1) borrow in dollars and be exposed to exchange rate mismatches or (2) borrow in local currencies and risk maturity mismatches and liquidity crises. 8 A second benefit of dollarization is that it also allows Ecuador to decrease its reserves. The existence of a national currency, in effect, segregates payments in national currency from those made in other currencies. Coupled with financial integration, dollarization will diminish this segregation, thereby transforming the Ecuadorian financial system into part of the worldwide pool of dollar liquidity. Third, a reduction in inflation is a byproduct of dollarization. In comparison to advanced economies, inflation in Latin America has been one hundred times more volatile-this phenomena is largely attributable to unstable economic policies.' Upon dollarizing, this rampant inflation so notorious throughout the region and in Ecuador will be stabilized. Similarly, as a fourth benefit, dollarization will lead to a reduction in interest rates [Vol. 11:1 since these usually contain a premium for anticipated inflation or devaluation. With these economic fluctuations eliminated or significantly decreased, the interest rate will also enjoy increased stability. 86 Fifth, as discussed in the previous section, dollarization will encourage a more equitable distribution of benefits in Ecuador. Sixth, as a member of a unified currency zone in which the sometimes onerous step of currency conversion is absent, Ecuador and American businesses alike will enjoy lower transaction costs. The seventh beneficial aspect is the increased transparency with which the Ecuadorian government and its financial institutions will function. As the first Latin American country to introduce dollarization in nearly a century, Ecuador is being closely scrutinized by experts on a global level. This degree of vigilance will undoubtedly improve the efficacy of the government, which has historically been criticized for its inefficiency and susceptibility to corruption. 8 ' Aware of this debility, in conjunction with the loans from the IMF, the government has announced a plan to improve the supervision of the banking industry." 8 Eighth, the stability generated by dollarization will continue to facilitate Ecuador's exports to the United States and other destinations. A significant percentage of Ecuador's revenue is derived from exports. For instance, petroleum sales constitute nearly ten percent of the country's entire Gross Domestic Product, and this nation is also one of the leading banana exporters in the world, selling $1.3 billion worth of this fruit per year. With an economy so reliant Ecuador is rich in resources but poor in financial institutions that function well. Dollarization will end the economic problems and create a permanent structure to focus and resolve other problems in a rational manner. The current monetary policy wastes Ecuador's potential, scaring off production and financial supervision. Ecuador has no reason to continue facing its current problems. Dollarization is a first step of crucial importance to resolve them. Id 88. See Government of Ecuador, supra note 58, at 1. The government also claims that the Superintendency of Banks will improve its supervision and enforcement of banking regulations, with penalties being imposed on a "systematic and nondiscretionary basis." Id. at 9. Strengthening bank supervision will include: (1) identifying 'at risk' banks for intensive monitoring; (2) reorganizing the structure to improve regional and departmental coordination; (3) instituting a training program for supervisory staff; (4) executing bilateral agreements with relevant foreign supervisors to share information; and (5) testing and adapting the provisions of the Economic Transformation Law to the existing manuals used during inspections. See id.at 9-10.
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on sales to external markets, the stability associated with dollarization seems fundamental to continued success, particularly in terms of trade with the United States. 9 Finally, dollarization is advantageous for Ecuador because it recognizes the free-will of the public, allowing it to utilize its currency of choice.'
C. Effects of Ecuador's Dollarization for the United States
Due to the expanded use of the dollar abroad, dollarization in Ecuador will undoubtedly have repercussions for the United States, positive and negative alike. In terms of potential adverse consequences, some experts have described dollarization as a "mixed blessing" for the United States for two main reasons. (1996) ). An "optimum currency area" may be defined as "a region in which it is economically preferable to have a single official currency rather than multiple official currencies." Id. The criteria to form an optimum currency area with the United States include: (1) the extent to which country may be similarly affected by the economic shocks that hit the United States; (2) the general closeness with which the business cycle is synchronized with the United States; (3) the reduction in inflation the country would enjoy by getting monetary policy set by the Federal Reserve; (4) its oneness to trade and the amount of trade with the United States; (5) the diversification of its economy; and (6) the efficiency gains from eliminating exchange-rate risks. See id. Just because a country does not meet enough of these factors, though, does not mean it cannot be part of optimum currency area See id. In fact, one theory dictates that the determination should not be made on abstract economic theory; rather, the behavior of the people should govern. See id. "[l]f people in a country show a preference for holding dollars rather than another currency, then that country is part of an optimum currency area with the United States." Id. In order to clarify the intentions of the United States in spite of dollarization, some suggest that an explicit disclaimer could prevent subsequent recriminations from Ecuador. Accordingly, Alan Greenspan, chairman of the Federal Reserve, recently warned candidates for dollarization that they should do so at their own risk: "We would never put ourselves in a position where we envisioned actions that we would take would be of assistance to the rest of the world but to the detriment of the United States." ' This statement was accurately interpreted by the Latin American countries to mean that (1) the U.S. government is unwilling to extend the safety net of the Federal Reserve system to dollarized countries that incur economic trouble and (2) the Fed will not determine monetary policy to account for the cyclical differences between the United States and Latin America."
91.
The second main reason for labeling dollarization a "mixed blessing" for the United States is, despite the express disclaimers of liability issued by Greenspan, the process may still tarnish the U.S. image abroad. Specifically, experts speculate that, while dollarization would undoubtedly strengthen economic and other ties, there exists the risk that in difficult times the loss of monetary sovereignty will fuel resentment and encourage policymakers to attribute problems to the United States." In view of the (1999) , available at http://www.frbalanta.orglpublica/econ south/1999/q2/index.html. Jack Guynn, president and CEO of the Federal Reserve Bank of Atlanta, discussing the role of the Federal Open Market Committee (FOMC), the policy-making section of the Federal Reserve explained that "[t]he mandate of the FOMC is chiefly domestic. We're charged with delivering the best economic conditions we can as defined by, among other things, the inflation rate, the GDP growth, the unemployment rate and the safety and soundness of the banking system in the United States." Id. Mr. Guynn did acknowledge, though, that even such domestic-based decisions inevitably produce ramifications on a global level. See id.
But the policy environment in which we attempt to achieve this mandate is global. No economic condition in any part of the world can be considered exogenous. And any action intended to produce a strictly domestic result is almost instantly transmitted around the globe and may or may not be countervailed by a concomitant charge in international economic conditions. Id. See also Steven Beckner, Greenspan: Dollarization Unlikely to Create Problems for Fed, MARKET NEws INT'L, Apr. 22, 2000, available at http://www.economeister.conl news/1999_04/22/141800mo.htm. Greenspan clarified that the Fed would not alter its policy to benefit dollarized countries. See id. Although U.S. monetary policy has historically taken into account the situation in the rest of the world, explained Greenspan, the Fed would "not focus on the wellbeing of the world as a whole versus the wellbeing of the United States." Id. Greenspan announced, moreover, that external pressures subsequent to dollarization would have minimal impact on U.S. policy, thereby making the issue essentially moot: "As a practical matter, I really don't think that's a big issue. region's history of political and economic instability, the Clinton administration has acknowledged its concern that the relationship would become too close. According to U.S. Treasury Secretary, Lawrence H. Summers, "given the political dynamics that play out in those societies at times of economic frustration [resentment] could be vented at us.
Notwithstanding these arguments, high-ranking U.S. officials contend that the dollarization of Ecuador will not have a significant effect on the U.S. economy. 8 Moreover, other experts argue that, even if dollarization forces the United States to adjust its political and monetary policy based on conditions reigning in other countries, such a practice would not constitute a novelty. 9 9
In terms of positive aspects of Ecuador's dollarization for the United States, attention focuses on two areas. First, dollarization would fortify the U.S.-Ecuador trade relationship, thereby increasing the amount of U.S. products sold in this Latin American nation. Currently, consumer demand in Ecuador for U.S. products is quite high. Official government studies reveal that "Ecuador's 12 million inhabitants ... like American products and often prefer them to national and European brands, making the United States Ecuador's leading supplier."" 0 Based on this popularity, in 1997 the United States exported approximately $1.5 billion worth of goods and services to Ecuador, which constituted 30.6 % of Ecuador's total imports.'' Statistics aside, official sources indicate that exporting to Ecuador is lucrative for those U.S. companies involved. In fact, according to a recent assessment by the U.S. 1, 20(1999) . According to the author, the Fed will want to maintain total independence due to its fear that markets will presume that it will consider the economic conditions of Latin America when setting policy. See id. This fear, suggests the author, is a reality in today's world. See id. "Was it not the economic conditions of emerging markets and their impact on the U.S. financial system that prompted the interest rate cuts of October and November 1998?" Id 100. U.S. DEP'T STATE, COUNTRY COMMERCIAL GUIDES: ECUADOR (1999), available at http://www.state.gov.www.about_state/business/com-guides/1999/wha/ecuador99_01.html.
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DOLLARIZATION OF ECUADOR selling into the Ecuadorian market is profitable, with fewer competitors, a general preference for U.S. brands, and many niche markets.""° This profitability, argues the report, is likely to increase in the near future. 1 This positive historical performance notwithstanding, analysts predict that dollarization would allow U.S. exports to surpass former achievements, both in terms of quantity and profitability, for several reasons. The Ecuadorian markets for U.S. goods would become less volatile because, upon dollarization, Ecuador would be unable to make "competitive devaluations" designed to impede U.S. exports. This inability to devalue would, in addition, foster a more harmonious U.S.-Ecuador trade relationship by reducing incidents of alleged "dumping," which tends to arise when there are large unexpected devaluations that suddenly make the goods considerably less expensive. In short, dumping allegations are not derived from technological advantage; rather, they are a byproduct of "capricious exchange rate policies. "" Moreover, by encouraging dollarization, experts argue that "the U.S. has an opportunity to share with other countries a key factor responsible for our own economic success . ..price stability.""
Finally, the lack of inflation afforded by dollarization would generate greater levels of consumption. 1°I n addition to improving exports to Ecuador, dollarization would also benefit U.S. investments already present in the country. Currently, U.S. companies have significant investments in selected industries, including $730 million in petroleum, $193 million in manufacturing, $67 million in wholesale trade, $1 million in banking, $23 million in insurance and real estate, and $3 million in services."0 The stabilizing effect of dollarization and its ability to stimulate economic growth would, therefore, serve to protect U.S. investments in Ecuador, current and future alike.
Id.
103. See id. "As a major importer with a limited, but growing, manufacturing base, Ecuador will continue to seek suppliers of consumer, agricultural and industrial products and services." Id. 
VI. JUSTIFICATIONS FOR US PARTICIPATION IN THE DOLLARIZATION OF ECUADOR
Due to the fact that Ecuador, even within Latin America, has never been regarded as an economic leader, politicians and analysts worldwide are closely scrutinizing this nation's dollarization effort. In terms of U.S. interests, sources claim that "both the Clinton administration and its trading partners from Canada to Chile will be watching the experiment here intently-and with a healthy dose of skepticism.""° Notwithstanding this overt curiosity, U.S. participation to date has been labeled "agnostic," an ambivalence caused in part by the Clinton administration's concern about the mechanics of the process and the potential added burden.t° In light of the circumstances, this lethargy is an erroneous strategy that should be replaced by active involvement by the United States, to the extent solicited and necessary, in the dollarization of Ecuador. As suggested previously, though, this participation should not be categorized as simply another example of hegemonic tendencies.' 0 Rather, U.S. involvement seems inherently logically based on the following arguments.
A. Dollarization Presents Advantages For Ecuador and the United States and Concords with the Concept of Free Trade
First, as amply demonstrated above, notwithstanding the arguments to the contrary, dollarization produces numerous benefits for both Ecuador and the United States. Second, the concept of dollarization concords with the U.S. policy of hemispheric integration so adamantly promoted by this nation during the last decade. Pursuant to the original timetable, by 2005 the Free Trade Area of the Americas (FTAA) should stretch from Alaska to the Tierra del Fuego, thereby facilitating free trade between thirty-four countries located in the Western Hemisphere, comprised of over 755 million people. In addition to the FTAA, the United States has spearheaded or openly 108. Rohter, supra note 94. See also David J. Rothkopf, In Ecuador and Elsewhere, It's Change Fora Dollar, WASH. POST, Jan. 30,2000, at B2 , available at LEXIS, Washington Post File. The author contends that Ecuador's decision to dollarize was premature. See id. "Under the circumstances, dollarization is something of an act of desperation. It is like buying smaller clothes before you've begun to diet. At best, it's constraining [and] at worst, it's an invitation for disaster." Id 109. Rohter, supra note 94. See also EEUU apoya la dolarizaci6n en Ecuador, EL DfA, Jan. 12,2000. In her capacity as the U.S. Ambassador to Ecuador, Gwen Clare expressed U.S. approval of dollarization in general, but she emphasized the need to pass the laws and regulations necessary to properly carry out the process. See id.
110. See generally Rothkopf, supra note 108. Some authors, explicitly or implicitly, have provided hegemonic rationales for dollarizing Ecuador. The writer of this article, for instance, states that upon dollarization the United States "can withhold cooperation from countries that adopt political or social policies with which we don't agree." Id. It is argued, furthermore, that in light of the current conditions, the United States is effectively obligated to take a stance in order to preserve its position as a global forerunner. One expert suggests, in particular, that a "neutral position has strong negative implications for the U.S. with regard to global economic leadership.""3 This expert maintains that, parting from the premise that a stable monetary order is the foundation for a hemispheric free trade agreement, the United States finds itself in a quandary: how to propagate dollarization without creating the erroneous impression of imperialism." 4 To demonstrate that U.S. interest in dollarization should be increased for reasons other than self-interest, the author argues that chaos in the international monetary system is the nemesis of a "global marketplace dedicated to free trade."' As drastic exchange rate changes provoke accusations of dumping and unfair competition, governments tend to utilize protectionist measures that prejudice international trade and investment relations. Thus, as stated earlier, although the United States did not 
B. The Existing Legal Mechanisms In Ecuador Are Insufficient
Next, outside participation is necessary due to the fact that the key instruments in the implementation of dollarization, the Economic Transformation Law and the judiciary system assigned to enforce it, are suspect." 7 In order to obtain the full benefit of dollarization, instead of merely replacing the sucres, Ecuador must also: (1) remove the power of the Central Bank to act in the monetary sphere and eviscerate its power to act as a pseudo-lender of last resort; (2) accomplish international financial integration by establishing elements to facilitate interaction with global markets; and (3) provide for a rule of law."' The situation in Ecuador, it is claimed, is only partially corrected by the Economic Transformation Law because it provides for privatizing only fifty-one percent of many government entities." 9 Although affirmative steps are being taken to 116 Jeffrey Franks, FMI representative in Quito, acknowledged that approving the Economic Transformation Law was a significant step toward dollarization but emphasized that there are still a series of reforms that must be implemented. From Franks' perspective, a solid legal foundation will eliminate volatility, a prerequisite to advancement. Franks explains: "It is reform is to improve judicial administration by: (1) reducing case backlog; (2) increasing access to justice by ensuring that the poor have adequate representation; (3) improving legal training for judges, lawyers and students; and (4) modernizing judicial infrastructure."2 According to the World Bank, a judicial system should provide efficient and rational outcomes and remedies, yet this "is not the case in the Ecuadorian judicial system, and so the public lacks confidence in the system. "26 Irrespective of the changes to the constitution implemented in 1992 to improve this situation, government officials, the judiciary, and the private sector recognize that additional reforms are necessary to modernize the legal system.' 2 " Furthermore, the Ecuadorian government has realized that economic and social progress requires improved governance, a key element of which is the development of an effective judicial system. In a recent document submitted to the IMF, the government acknowledged that the widespread distrust and inefficiency of the judicial system is detrimental to foreign and domestic investment. The government, therefore, has committed itself to working with the supreme court to reform the judicial system "to ensure rapid and impartial decisions based on accepted international standards and principles and Ecuadorian law."' 2
C. Dollarization Would Help With the Euro-Dollar Rivalry
Third, theorists claim that a decrease in the amount of usable currencies is a foregone conclusion, arguing that, like Ecuador, eventually all nations will be driven to adopt one of only a few supranational currencies.' 2 9 Due to this current global trend of currency reduction, experts argue that dollarization is necessary to confront the potency of the euro, the http://www.latintrade.comlcontent/archives/index.cfm?StorylD-838. This article argues that judicial reform is necessary in Ecuador and throughout the region because, among other things, the courts and judges move at "snail's speed," the rulings are "neither fair norjust," corruption is prevalent, and the separation-of-powers concept is ignored. Id. These factors, suggests the author, produce one principal effect: "widespread mistrust of Latin America's judiciary." ld This generalized lack of confidence in the legal system significantly undermines the efforts toward economic modenization and foreign investment. See id. In the words of one local expert, allowing the legal system to deteriorate to such extremes is tantamount to "retooling a factory with state-of-the-art machinery, then forgetting to hire the security guards." Id.
128 The author explains that since the First World War, the number of currencies with independent monetary policies has risen in proportion to the number of independent countries. See id. However, the author states, a period of currency consolidation has commenced that will again divide the world into two or three large currency blocks. The author suggests that numerous Latin American nations are serious prospects for official dollarization, yet the progress in each country is distinct: (1) Argentina -Prompted by doubts about the credibility of the Convertibility Plan of 1991 that established a currency-board type system, in January 1999 President Carlos Menem announced that the government was studying the possibility of full official dollarization; (2) El Salvador -In 1995, the government divulged its intention to fully dollarize the country, a proposal that was discarded based on studies by international financial institutions that indicated that Ecuador's economy and financial situation were "not healthy enough" for dollarization. In 1999, however, this initiative was reintroduced by the president, of the dollar in Latin America "would help the dollar remain the premier international currency, a status that the euro is now challenging." 1 36
D. Ecuador is the "Economic Guinea Pig of Latin America"' 3 7
Finally, U.S. participation in the dollarization of Ecuador is justified due to the symbolic importance of this country. In other words, under the circumstances, the risk is created that "if the experiment here fails, it will damage the concept's credibility elsewhere in the region. "138 Due to the advanced stage of unofficial dollarization in the country anyway, experts contend that it is logical that the United States take an active role in facilitating dollarization in Ecuador, provided that the bureaucracy does not impede nimble decision-making.1 39 Ecuador's abrupt decision to dollarize, according to some sources, is tantamount to the decision made by the Spanish conquistador Hernan Cort6s upon reaching America to burn his ships entirely. From both incidents the same message is derived: "There is no turning back." ", Ecuador now constitutes a test case which, if successful Armando Calder6n Sol; (3) Mexico--Since the economic crisis in 1994 and ensuing "tequila effect," dollarization of this nation has been debated. Despite government opposition to the measure, many Mexican business leaders and trade associations have manifested support for dollarization; and (4) Peru -with considerable unofficial dollarization already (approximately 65% percent of the money supply is held in dollars) and recurring hyperinflation, Peru has shown interest in dollarizing. 138. See Rohter, supra note 94. According to U.S. Treasury Department officials, describing Ecuador's decision to dollarize as untimely would be a gross understatement: "Not only is the country's economy in terrible shape, but the decision to dollarize was taken hastily and unilaterally, for reasons more political than economic, catching Washington and international lending agencies completely by surprise." Id. Accordingly, implementing dollarization in Ecuador, if successful, will serve as a paradigm for other nations in the region.
139. See Hanke, supra note 73. This article claims that "[t]he unofficial dollarization train left the station long ago. If the wags in Washington don't get in the way, it all could be made official and serve as the linchpin of a new global financial architecture, one that would eliminate currency crises, lower interest rates and stimulate growth." Id.
140. Nathaniel Harrison, Ousted Ecuadorian President Gambled and Lost on Dollarization, AGENCE FRANCE PRESSE, Jan. 22, 2000, available at LEXIS, Agence France [Vol. 11: 1 in these conditions, will serve as an invaluable instrument for the propagation of dollarization throughout the region. Evidence of this potential is found in the recent announcements by other Latin American countries expressly interested in adopting the dollar. 1 " According to economists at the Inter-American Development Bank, the importance of dollarization in Ecuador cannot be underestimated:
"If this fails, there aren't too many lessons because it is such a difficult case. But if it succeeds, even in Ecuador, it can make it anywhere."1 42 VII. CONCLUSION As demonstrated above, the economic and legal situation prevalent in Ecuador in recent history has been turbulent. The extent of this financial precariousness was recently evidenced when, faced with pervasive social unrest and intense political pressures, dollarization was abruptly introduced as a desperate measure. To implement this initiative, the government promulgated the Economic Transformation Law, a piece of legislation heavily criticized for its inadequacy in terms of facilitating full dollarization. While dollarization may generate some negative side effects, as clearly illustrated throughout this article, this process could undoubtedly prove beneficial to both the United States and Ecuador. To obtain the benefits, however, dollarization must be implemented swiftly and without obstacles which, if not eliminated, could become insurmountable.
Ecuador's decision to dollarize was made unilaterally, yet the need for external assistance has become exceedingly apparent since the inception of the program. In terms of financial support, several international institutions (e.g. the IMF, the World Bank, and the IDB) have committed billions of dollars to the effort and have designated representatives to assist with the actual planning and implementation of the plan. The United States, on the other hand, has been hesitant to intervene, notwithstanding the effects that dollarization will inevitably have on the country. This reticence ignores the benefits to be derived from dollarization for both the United States and Ecuador, is incongruent with the U.S. policy of free trade so widely disseminated by the current presidential administration, fails to support
